Capital goods in economic expansion by anonymous
IN A RENEWED RISE since last winter
business capital outlays have attained rec-
ord levels. The increase in these outlays
has contributed appreciably to a substantial
rise in the Board's index of industrial pro-
duction this year.
For the whole period since early 1961,
when the current business expansion began,
the increase in capital outlays has been
larger than that in the preceding cyclical
expansion in 1958-60, but smaller than in
1954-57 or 1949-53. Until 1957 outlays
were mainly for enlargement of capacity,
whereas since then they have been directed
to a greater extent toward modernization.
For the past 6 years business capital spend-
ing as a proportion of gross national prod-
uct has changed little around a level sig-
nificantly below the high of late 1956.
Larger expenditures for more efficient
equipment and for new production meth-
ods have been stimulated by strong com-
petitive pressures to cut costs—even in
some industries in which productive capac-
ity is not being fully utilized. Meanwhile,
in other industries, growth in demand has
been sufficient to cause a need for additional
capacity. Such spending for modernization
and expansion, in combination with outlays
for replacement, has been facilitated and en-
couraged by a step-up in depreciation allow-
ances stemming from the new tax guidelines
that became effective during 1962, by the in-
ducement of the new investment tax credit,
and by a sustained rise in corporate profits.
The rise in profits, which has persisted
longer than in earlier postwar periods of
expansion, has reflected increased produc-
tion and sales and maintenance of profit
margins. Labor costs per unit of output have
NOTE.—Seasonally adjusted data. Dept. of Commerce series
for investment (producers' durable equipment and nonresi-
dential construction) and for profits, net of tax liability. Indus-
trial commodity prices based on Bureau of Labor Statistics
data for commodities other than food and food-stuffs. Invest-
ment and profits are annual rates. Latest monthly figures, Nov.
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continued to show little change, and pro-
ductivity in manufacturing has advanced
further. The wholesale price index for in-
dustrial commodities has remained relatively
stable since 1959.
PRODUCTION DEVELOPMENTS
Reflecting expansion in outlays for fixed in-
vestment, the physical output of business
equipment increased by 7 per cent from
April to November this year. At the same
time there was a considerable change in the
composition of the business equipment total,
as shown in the chart.
Large increases in capital spending by
manufacturing, utility, and transportation
industries have contributed to the wide-
spread gains in output of equipment for
these industries. Output of industrial equip-
ment—a group that includes many kinds of
machinery used in manufacturing and utility
industries—has increased sharply. Output of
trucks and railroad cars, reflected in produc-
tion of freight and passenger equipment, also
has increased considerably. Production of
commercial equipment, which includes a
variety of telephone, computing, and other
office and service equipment, has remained
near the high level reached in early 1962.
Renewed expansion in production of
capital goods in 1963 has helped to sus-
tain a steady rise in disposable personal
income. In the fourth quarter such income
was 5 per cent above a year earlier. Con-
sumer demands increased, and output of
consumer goods rose substantially above the
late 1962 level.
With production of both business equip-
ment and consumer goods rising, total out-
put of final products rose 5 per cent from
April to November. Reflecting mainly fluctu-
ations in inventory demands, output of in-
dustrial materials increased more than out-
put of final products in the first half of the
year and then showed little net change to
November. In particular, inventories of
steel were increased in the early part of
the year because of the possibility of a
steel strike; then later these stocks were
drawn down.
Combined production of materials and
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NOTE.—Seasonally adjusted indexes. Final products includes
defense equipment as well as business equipment and consumer
goods. Business equipment does not include defense equipment.
Latest figures, Nov.
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products, therefore, increased sharply from
January to July and then showed little net
increase to November. In November total
industrial production was 16 per cent above
the prerecession level in the spring of 1960.
This was about twice the amount by which
the 1960 peak exceeded the prerecession
level in mid-1957.
An important part of the difference over
these two periods—the current one being
more than a half year longer—lies in out-
put of business equipment and in the pro-
duction of materials for use in the equip-
ment industries. Output of business equip-
ment this November was nearly one-fifth
higher than in early 1960, whereas the level
at that time was only a little higher than in
early 1957.
In the discussion that follows, it should be
noted that the physical output measure of
business equipment, shown in the preced-
ing chart, and the measure of private spend-
ing for producers' durable equipment, shown
in the following chart, differ in several im-
portant ways, although their cyclical be-
havior is roughly similar. The output meas-
ure excludes imports and includes both ex-
ports and business-type equipment produced
for government use.
PUBLIC INVESTMENT
Capital expenditures of Federal and State
and local governments and their agencies
for nondefense purposes have risen persist-
ently over the past decade. Since public in-
vestment is geared to the needs of a growing
population and not to profit expectations, it
is considerably less sensitive to cyclical influ-
ences than its private counterpart.
Estimated government expenditures for
capital goods, including construction and
equipment, totaled nearly $19 billion in
1963 compared with $11 billion in 1953.
The equipment portion of this total has
more than doubled, rising from more than
$1 billion in 1953 to nearly $3 billion in
1963.
The major types of equipment purchased
by the public sector are power generating
equipment, computing and other office
equipment, research equipment, motor vehi-
EQUIPMENT expands more than plant
PRODUCERS' DURABLE EQUIPMENT
,-" NONRESIDENTIAL CONSTRUCTION I
PUBLIC capital outlays rise further
CONSTRUCTION
EQUIPMENT
1953 '55 '57 '59 '61 '63
NOTE.—Dept. of Commerce data for private purchases of
producers' durable equipment and nonresidential construction
(seasonally adjusted annual rates). Census Bureau data for
public construction expenditures, excluding military and resi-
dential. Federal Reserve estimates for public equipment, ex-
cluding defense, based on data from Dept. of Commerce,
Bureau of the Budget, and Census Bureau.
A description of the public investment series is available on
request to the Board's Business Conditions Section, Division of
Research and Statistics.
cles, and some manufacturing equipment.
The bulk of public capital outlays, how-
ever, are for highway construction, conser-
vation projects, and educational facilities.
PRIVATE INVESTMENT
Plant and equipment outlays in the fourth
quarter of 1963 are estimated at a seasonally
adjusted annual rate of $40.8 billion, 8 per
cent above their previous peak in the third
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quarter of 1957. Since 1957, changes in the
level of effective prices of equipment have
been small.
Nevertheless, since mid-1961 business
has increased its capital outlays at a slower
pace than in either of the two previous ex-
pansions. The recent increase has averaged
2 per cent per quarter as compared with
3 per cent in the two earlier periods.
Business outlays for equipment have
been more sensitive to cyclical changes than
outlays for construction. From mid-1961 to
the third quarter of this year, equipment
outlays rose by $7 billion as compared with
only $1 billion for construction. During the
1960-61 downturn purchases of equipment
declined by $4 billion as construction out-
lays increased by $1 billion.
Increases in spending for plant and
equipment in 1963 have been relatively
larger for manufacturing, 6.4 per cent, than
for all other business, 3.5 per cent. A recent
private survey indicates that manufacturers
will increase their spending for plant and
equipment by 8 per cent in 1964.
Increases in manufacturers' investment in
plant and equipment have been in response
to both actual and prospective pressures on
capacity. The margin of excess capacity
that persisted after the 1955-56 investment
boom appears to have been narrowing.
Except for the high utilization rates just
before and after the steel strike in late 1959,
manufacturers in the last half of 1963 were
estimated to be operating at slightly higher
levels of capacity than at any time since the
1955-57 period.
In addition to larger capital outlays busi-
ness has increased its spending on research
and development from $4 billion in 1953 to
nearly $13 billion in 1963. More than one-
half of such spending is estimated to be for
defense purposes. The balance represents
allocation of an appreciable amount of re-
sources to activities that potentially reduce
production costs and help to develop new
products and techniques in nondefense in-
dustries. More than 80 per cent of all re-
search and development expenditures are in
the aircraft, chemicals, autos, and machinery
industries.
Final products—motor vehicles. Spurred
by consumer and business demands, pro-
duction of automobiles and trucks so far
in 1963 has been substantially above the
advanced 1962 levels. Production in rela-
tion to capacity is also high, as indicated by
heavy overtime schedules at many plants.
Capital spending in the motor vehicle
industry in 1963 was estimated to have
been 17 per cent above 1962, which was
11 per cent above the total for 1961. A
large part of the increase over this 2-year
period reflects replacement of machine tools.
During these 2 years production averaged
over 8 million vehicles per year. Planned
capital spending for 1964 is up more than
10 per cent; in comparison with spending
plans by other businesses this increase is
exceeded only by the iron and steel and
paper and pulp industries.
Major materials industries. Consumption of
materials has increased substantially further
in 1963 along with the expansion in output
of final products and in construction activity.
Increasing over-all demands for materials
have contributed to pressures to expand ca-
pacity in some industries. Continued compe-
tition among suppliers for markets has main-
tained pressures to modernize facilities in
order to lower costs.
Metals. The iron and steel industry, al-
though operating below capacity most of
the time since 1957, increased expendi-
tures for new plant and equipment by 13
per cent in 1963 and a further rise of 50
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per cent is planned for 1964. These in-
creased expenditures reflect primarily the
adoption of technological advances in pro-
duction.
Competition from other materials, par-
ticularly nonferrous metals, plastics, and
reinforced concrete, has intensified in re-
cent years. At the same time, expansion of
steel capacity in Western Europe and in
Japan and lower prices for foreign steel
have challenged the U.S. industry in domes-
tic as well as foreign markets. Reduction in
steel prices on the West Coast, which elim-
inated the differential that had existed, has
also intensified competition in certain re-
gional markets.
Increased expenditures include outlays
for oxygen-process furnaces and continuous
production lines. Where the oxygen-process
has been introduced into existing furnaces,
the result has been a speed-up of ingot pro-
duction. Construction of new oxygen-proc-
ess furnaces, however, increases capacity
and reduces costs even further. Some of the
new facilities eliminate the ingot stage of
production completely, by producing slabs
that are fed directly into the rolling mill.
For these reasons ingot capacity is no longer
representative of over-all capacity in the
steel industry.
In contrast with spending in the steel in-
dustry, capital spending in other metal in-
dustries has been more in response to
higher output pressing against current ca-
pacity. Output of aluminum—in response to
increasing demands by the automobile, con-
struction, canning, and defense industries—
has increased sharply this year. In fact, this
is the first time it has exceeded the 1959
peak by any substantial amount. Opera-
tions this autumn have been near capacity.
After 3 years of little change in spending,
NOTES TO THIS AND FOLLOWING CHART.—Federal Reserve in-
dexes for output—seasonally adjusted except for steel—and
for capacity estimates as of end of year. Textile output includes
cotton yarn and synthetic fibers and yarn. Paper includes pulp
and board. Chemicals include a selected group of industrial
chemicals. All expenditure data, seasonally adjusted, from
Commerce-SEC plant and equipment expenditure survey, which
groups industries by companies, so series are not entirely com-
parable to industry groups for output and capacity. Latest out-
put figures: steel, Nov.; chemicals, Sept.; others, Oct.
the industry plans to increase its capacity
by 9 per cent in 1964.
Textiles. Output of textiles has increased
nearly 10 per cent further this year to a
level 25 per cent above that for 1959-60.
Operations averaged 75 per cent of capacity
for several years, rose to over 90 per cent of
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capacity in late 1961, and have been main-
tained at about that rate since then.
Capital spending in the textile industry
increased by 22 per cent in 1962, partly in
response to liberalized depreciation allow-
ances granted in 1961, and has risen 6 per
cent further this year. Spending plans for
1964, according to a private survey, indi-
cate an additional 6 per cent rise. The ex-
pansion of facilities in this industry reflects
the increasing use of synthetic fibers in both
apparel and industrial products.
Chemicals and paper. Chemicals and
paper are both industries characterized by
strong growth with only small declines in
output during recessions. Output of indus-
trial chemicals this autumn was more than
40 per cent higher than in mid-1960 and 70
per cent above the 1957-59 average. This
rapid rise in output has been without any
major interruptions since 1958, and capital
spending has fluctuated much less than in
most other manufacturing industries.
Growth in the chemical industry has been
especially rapid for plastics and other syn-
thetic materials, including fibers and rub-
ber. Widespread industrial use of chemicals
such as sulfuric acid and ammonia provides
sources of demand that tend to move with
industrial production.
With the expanding use of paper, includ-
ing both packaging and construction types,
output of paper and paperboard in late
1963 was at more than 90 per cent of ca-
pacity. Unlike some other materials, the
margin between output and capacity in this
industry has been relatively stable. The
paper industry, after spending $720 million
for plant and equipment in 1963, the same
amount as in each of the preceding 3 years,
is planning a 22 per cent increase in 1964.
Electric power. The excess of electric gen-
erating capacity since the expansion in the
Noin.—See preceding chart.
mid-1950's has declined steadily with the
growth in power production since 1959.
Scheduled additions to electric generating
capacity have risen sharply this year for the
first time since 1955-56. Recently there has
been a shift to larger capacity generators
because of their increased efficiency.
Additions of this type cause capacity for
individual utility companies to increase in
fairly large chunks. This is partially offset
by the growth of "pooling," which enables
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utility companies to sell their excess load
to companies in other areas.
Increasing demands for electric power by
commercial and industrial users for air con-
ditioning and production operations have
reduced to some extent seasonal peak-load
differentials. These forces on balance ap-
pear to have interacted to stabilize output-
capacity relationships.
Many interacting forces motivate spend-
ing for capital goods. But whether the out-
lays are intended for replacement, moderni-
zation, or expansion, the type of plant and
equipment purchased at any given time is
usually more efficient than the existing facil-
ities. As a result the average quality of the
capital stock tends to be improved and its
productive capacity expanded.
Although capital outlays have increased
substantially during the past 2 years, they
have been smaller in relation to the existing
capital stock than those in the early and
middle 1950's. In general, additions to ca-
pacity have also been less rapid than in those
periods, and they probably have been more
closely related to actual growth in demand
and output.
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